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1FARM CREDIT ADMINISTRATION
A f in a l  ru le  esta b lish in g  the circum stances under which Farm C red it System Federal
land bank asso ciatio n s (FLBAs) are authorized to  use RAP to  adju st the value o f
th e ir  stock fo r  regulatory purposes has been published by the FCA (see the 4/23/87
Fed. Reg., pp. 13428-30). Temporary r e g u la t io n s  and amendments to  them were 
issued fo r  p ublic comment on 12/24/86 and 1/26/87, resp ectively . The temporary 
r e g u la t io n s  a u th o rize d  System  banks and a s s o c ia t io n s  t o  use RAP to  a m o rtize  a 
p o rtio n  o f  t h e i r  p r o v is io n s  fo r  loan  lo s s e s , and banks to  a m o rtize  a p o rtio n  o f  
th e ir  in te re s t  costs over a period not to  exceed 20 years. Although the process 
o f  review ing the p ublic comments i s  incomplete, the FCA Board determined th a t one 
is s u e  re q u ire d  se p a ra te  and ex p e d ite d  a tte n t io n . S in ce  FLBAs do not have loan 
lo ss  reserves or debt in te re s t  costs to  d efer and am ortize, they are not able to  
u t i l i z e  im pairm ent o f  s to ck  and p a r t ic ip a t io n  c e r t i f i c a t e s  h e ld  b y b orrow ers. 
Therefore, the ru le  authorizes a FLBA to  use RAP fo r purposes o f  m aintaining the 
value o f  i t s  stock and p a rtic ip a tio n  c e r t i f ic a te s  a t  par or face value. The ru le  
l i m i t s  th e  use o f  RAP b y a FLBA to  o n ly  such amounts as are  n e ce ssa ry  to  cu re  an 
impairment o f  i t s  stock and p a rtic ip a tio n  c e r t i f i c a t e s  fo r  r e g u la to r y  purposes. 
The FCA warned th a t  th e  use o f  RAP does not change th e  GAAP va lu e  o f  th o se  FLBA 
eq u ities. The FCA Board a lso  adopted an amendment providing th a t the accounting, 
reporting, and d isclosu re  requirements apply to  a l l  in s titu tio n s , including FLBAs. 
Boards o f  d irecto rs  o f  FLBAs th a t e le c t  to  use RAP must adopt a resolu tion  to  th at 
e f fe c t .  The ru le  i s  e f fe c t iv e  as o f 12/24/86. I f  further inform ation i s  needed 
a fte r  reading the ru le, p lease contact Robert E. Donnelly a t  703/883-4450.
SMAL BUSINESS ADMINISTRATION
The a v a i la b i l i t y  and a ffo r d a b ility  o f  l i a b i l i t y  insurance i s  an "absolutely cru cia l"
issu e to  the sm all business community Frank S. Swain, SBA's C h ief Counsel for
Advocacy, t o ld  th e  House Sm all B usin ess Com m ittee on 4/21/87. He reminded the 
Committee th at the 1986 White House Conference on Small Business named th is  issue 
as i t s  number one p r io r ity . Mr. Swain spoke o f  a SBA study to  examine the impact 
o f  the insurance c r is is  on sm all firm s. He said  the study's prelim inary findings 
in d icate  th at sm all businesses are a ffe c te d  by the l i a b i l i t y  insurance shortage 
because many sm all firm s in  com petitive environments fin d  i t  d i f f i c u l t  to  pass on 
h ig h e r  premium c o s ts  to  consum ers. "Most sm a ll b u s in e s s e s ,"  Mr. Swain s a id , 
"operate on a very moderate cash flow  and must pay fo r  higher insurance premiums 
by l im it in g  b u sin e ss  expansion or red u cin g  p a y ro ll or other operating expenses. 
U ltim ately, high insurance co sts  fo r sm all business may impede business growth, 
jo b  c r e a t io n  and in n o vatio n ."  A d d it io n a lly , he s a id , sm all b u s in e sse s  have 
d i f f ic u l t ie s  as consumers o f  insurance; since they purchase le s s  p rotection  and 
fewer lin e s  o f  insurance, they have le s s  leverage in  negotiating favorable rates 
from insurers. Mr. Swain noted i t  would be in te re stin g  to  see whether sm all firm s 
would u t i l i z e  th e  group in su ran ce arrangem ents perm itted by the Risk Retention 
Amendments o f  1986. That law  a llo w s  b u s in e sse s  to  form in su ran ce  p o o ls  or 
purchase com m ercial l i a b i l i t y  in su ran ce p o l i c i e s  in  groups. One o f  th e  most 
d ram atic  f in d in g s  o f  th e  stu d y, acco rd in g  to  Mr. Swain, shows th a t  in  ev ery  
in d u s try  su rveyed , s m a lle r  f irm s  w ere s i g n i f i c a n t l y  le s s  l i k e l y  to  have had a 
l i a b i l i t y  c la im  o f  $1,000 o r more betw een 1981-1986. Mr. Swain con tin ued  by 
sa y in g  th a t  fo r  some sm a ll b u sin e ss  owners th e  in su ran ce d i f f i c u l t i e s ,  which 
worsened s i g n i f i c a n t l y  from 1985-1986, "have r e c e n t ly  begun to  s t a b i l i z e ."  
However, he s a id , even though th e p r ic e s  have s t a b i l i z e d ,  th ey  have done so a t  
r e la t iv e ly  high rates. "Higher insurance costs  w i l l  continue to  a f fe c t  the a b i l i t y  
o f  sm a ll b u sin e ss  to  d e l iv e r  p rod u cts and s e r v ic e s ,  c r e a te  jo b s and p ro v id e  
in n o v a tio n ,"  Mr. Swain sa id . He concluded, "U n til a lo n g-term  s o lu t io n  to  the 
problem  o f  h ig h  c o s t  in su ran ce i s  found, sm a ll b u s in e sse s  w i l l  be p u tt in g  more 
tim e and d o l la r s  in to  o b ta in in g  l i a b i l i t y  in su ran ce and v ie w in g  in su ran ce as a 
s i g n i f ic a n t . . . f a c t o r  in  making b u sin e ss  p lan n in g  d e c is io n s ."  The h e a r in g s  are  
scheduled to  continue on 4/28-29/87.
2
TREASURY, DEPARTMENT OF
The IRS "firm ly  b e lie v e s  in  safeguarding taxpayers' r ig h ts"  IRS Comm issioner Lawrence
B. Gibbs t o ld  th e  Senate F inance Subcom m ittee on P r iv a te  R etirem en t P lan s and 
O versight o f  the Internal Revenue Service 4/21/87. The Commissioner t e s t i f i e d  a t  
th e  Subcom m ittee's second h e a r in g  re g a rd in g  l e g i s l a t i o n  proposed t o  en a ct a 
"Taxpayers' B i l l  o f  R ig h ts ,"  S. 579 and S. 604 (see  th e  3/23/87 Wash. R p t.). 
Commissioner Gibbs focused h is  testim ony on areas o f  the proposed le g is la t io n  in  
which th e  IRS has a lr e a d y  a c te d  and em phasized t h a t  ta x p a y e r  co o p e ra tio n  and 
p ub lic  perception about the fa irn ess  o f  how the ta x  laws are adm inistered i s  an 
"im portan t c o n tr ib u tio n  t o  th e  su cce ss  o f  our s e lf-a s s e s s m e n t  ta x  system ." 
T h erefo re , he s a id , the IRS has been w orking to  im prove th e  q u a l i t y  o f  s e r v ic e s  
p rovid ed  t o  th e  ta x p a y e rs  as a means o f  im proving co o p e ra tio n  and p u b lic  
perception.
Taxpayers a re  p rovid ed  in fo rm a tio n  about t h e i r  r ig h t s  when th e y  become 
" in v o lv e d  in  an exam in ation  o r  c o l le c t io n  procedure where th e  ta x p a y e r co u ld  
b e n e fit  by having s p e c if ic  inform ation concerning Service procedures and h is  or 
her appeal r ig h ts ,"  Commissioner Gibbs said. He described the p ublication s th a t 
are  p rov id ed  to  th e  ta x p ay er d u rin g  th e  exam in ation , a p p e als  and c o l le c t io n  
processes, as w e ll as o u tlin in g  each step  in  the c o lle c tio n  process. Commissioner 
Gibbs a lso  noted th a t the Problem Resolution Program (PRP) was establish ed  in  1977 
to  r e s o lv e  ta x p a y e r problem s and th a t  i t  i s  a d m in istere d  b y th e  Taxpayer 
Ombudsman, who i s  independent o f  a l l  other IRS functions and reports d ir e c t ly  to  
the Commissioner as an advocate fo r  taxpayers. Most cases in  the PRP are s e tt le d  
w ith in  30 days, he s a id , and "su rv eys show th a t  o v er 90 p e rce n t o f  ta x p a y e rs  
a ss is te d  by the program are s a t is f ie d  w ith  how PRP handled th e ir  problems."
The IRS has a ls o  been w orking to  enhance em ployee p r o fe s s io n a lis m  through 
sp ecia l tra in in g  fo r various job functions, as w e ll as requirements in  some areas 
fo r  co n tin u in g  p r o fe s s io n a l ed u catio n . Com m issioner G ibbs s a id  he had tw o 
s p e c i f i c  concerns about p r o v is io n s  o f  th e  proposed l e g i s l a t i o n  w hich "could  be 
co u n te rp ro d u ctiv e  t o  our e f f o r t s  in  en couragin g a p o s i t iv e  and p r o fe s s io n a l 
r e la t io n s h ip  w ith  ta x p a y e rs ."  The f i r s t  concern i s  th a t  s e c t io n  3 o f  S. 579 
"would hold Service employees p erson ally  l ia b le  fo r the deprivation o f  any r ig h ts , 
p r iv ile g e s , or immunities secured by the Constitution...." The Commissioner said  
enactm ent o f  such a p r o v is io n  "cou ld  have a c h i l l i n g  e f f e c t  on our a b i l i t y  to  
re c r u it  and re ta in  q u a lity  people. I t  could in h ib it  proper enforcement o f  the tax  
law s b y S e r v ic e  em ployees." He s a id  th a t  i f  IRS em ployees a c t  im p ro p e rly  th e  
"C iv il  S ervice System provides a v a r ie ty  o f  adverse personnel action s for conduct 
re la te d  o ffen ses, including term ination, th at the Service can and does u t i l iz e ."  
The second provision  Commissioner Gibbs c ite d  i s  the section  o f  both b i l l s  which 
re q u ire  "Miranda" typ e  w arnings in  c i v i l  c a se s  where th e re  i s  no in d ic a t io n  o f  
fraud. He s a id  such w arnings cou ld  be "d e tr im e n ta l to  both  th e  ta x p a y e r and th e  
Service" since the warnings would be "intim idating" and would "immediately create  
an a d v e r s a r ia l  r e la t io n s h ip  and cou ld  impede e f f o r t s  t o  reach  a rea so n a b le  
s e tt le m e n t o f  any proposed c i v i l  d e fic ie n c y ."  He p o in ted  ou t th a t  in  c r im in a l 
in v estig atio n s taxpayers are already given "Miranda" type warnings "a t the f i r s t  
o f f i c i a l  meeting w ith  our Special Agents," but said , "we do not b e lie v e  mandating 
th is  type o f  warning for a l l  examination in terview s i s  appropriate."
The Commissioner a lso  discussed the in tern al and extern al con trols employed 
b y th e  IRS and s a id  th a t  "enforcem ent p erso n n el a re  not e v a lu a te d  on a quota 
system ." I n f a c t ,  he s a id , th e IRS has a p o l i c y  sta tem en t p r o h ib it in g  th e  
evaluation o f employees on the b a s is  o f  tax  enforcement re s u lts  and p roh ib itin g  
the im position o f  "any production quotas or goals." He concluded h is  testim ony by 
s t a t in g ,  "Knowing o f . . . t h is  Subcom m ittee's in t e r e s t  in  p ro v id in g  cou rteo u s and 
p r o fe s s io n a l s e r v ic e  to  ta x p a y e rs , we lo ok  forw ard  to  co n tin u in g  candid  and 
con structive dialogue w ith  the Subcommittee."
3TREASURY,  DEPARTMENT OF
Temporary regulation s implementing the "book income" ta x  preference under the new 
corporate a lte rn a tiv e  minimum ta x  created by the Tax Reform A ct o f  1986 have
r e c e n t ly  been is s u e d  by th e  IRS (t .D. 8138). As amended b y th e  TRA 86, Code
section  56 (f) provides th a t th e book income adjustment i s  computed by increasing 
a l t e r n a t iv e  minimum ta x a b le  income b y  50 p e rc e n t o f  th e  amount b y w hich th e  
a d ju ste d  n e t book income o f  a c o rp o ra tio n  exceed s a l t e r n a t iv e  minimum ta x a b le  
income fo r  th e  ta x a b le  y e a r  (determ ined w ith o u t reg ard  to  th e  book income 
adjustment and the a lte rn a tiv e  minimum tax  net operating loss). Net book income 
i s  defined as the net income or lo ss  shown on the taxpayer's ap plicab le  fin a n c ia l 
s ta tem en t. Net book income fo r  a c o n s o lid a te d  group i s  th e  n et income o r  lo s s  
shown on the ap plicab le  f in a n c ia l statem ent o f  the common parent. A taxpayer th at 
does not have an a p p lic a b le  f in a n c ia l  s ta tem en t m ust use c u rre n t ea rn in g s and 
p r o f i t s  fo r  th e  ta x a b le  y e a r  in s te a d  o f  n et book income in  ord er to  compute th e 
book income adjustment. A d d ition ally , according to  the Service, in  ce rta in  cases 
a ta x p a y e r may e l e c t  to  use c u rre n t e a rn in g s  and p r o f i t s  i f  i t s  a p p lic a b le  
f in a n c ia l  s ta tem en t i s  unaudited. The r e g u la t io n s  p ro v id e  th a t  in  g e n e ra l, a 
taxpayer's applicab le  fin a n c ia l statem ent i s  i t s  f in a n c ia l statem ent th at has the 
h igh est p r io r ity  according to  the fo llow in g order: a fin a n c ia l statement required 
to  be f i le d  w ith  the SBC; a c e r t i f ie d  audited fin a n c ia l statem ent used fo r  c re d it  
purposes, fo r  d is c lo s u r e  t o  sh a re h o ld e rs , o r  fo r  o th e r  s u b s ta n t ia l  n on-tax 
purposes; a f in a n c ia l  sta tem en t (but not a ta x  re tu rn ) th a t  i s  re q u ire d  t o  be 
p rov id ed  t o  th e  F ed e ra l o r  t o  a s t a t e  governm ent o r agency, o r a p o l i t i c a l  
subdivision o f a s ta te , or; any other fin a n c ia l statem ent used as a statem ent for 
c re d it  purposes, fo r  reporting to  shareholders, or fo r  any other su b stan tia l non­
ta x  purpose (an unaudited statem ent). Taxpayers w ith  statem ents th a t have equal 
p r io r ity  must u t i l i z e  the one th a t re s u lts  in  the g re a te st amount o f  adjusted net 
book incom e. A sta tem en t i s  co n sid e red  a c e r t i f i e d  a u d ite d  sta tem en t i f  i t  i s  
c e r t i f ie d  by an independent CPA to  be f a i r l y  presented. A statement subject to  a 
q u a lifie d  opinion i s  a lso  considered a c e r t i f ie d  audited statement. However, a 
sta tem en t s u b je c t  t o  an ad v e rse  o p in io n  i s  co n sid e red  c e r t i f i e d  o n ly  i f  th e 
accou n tan t d is c lo s e s  th e  amount o f  th e  d isagreem en t w ith  th e  sta tem en t. 
Adjustments w i l l  be required to  in c lu d e  amounts r e f le c t e d  in  c e r t a in  f in a n c ia l  
s ta tem en t d is c lo s u r e s , such as fo o tn o te s  and e q u ity  ad ju stm en ts. As w e l l  as 
providing ru les fo r  computing the a lte rn a tiv e  minimum tax  adjustment fo r  the book 
income o f  corporations, the temporary regulation s contain ru les re la tin g  to  the 
in s ta llm e n t  payment o f  e stim a te d  ta x  b y  c o rp o ra tio n s , ta k in g  in to  accou n t th e 
a lte rn a tiv e  minimum tax. The regulation s sp e c ify  how larg e  corporations u t i l iz in g  
th e  a n n u a liz a tio n  method fo r  com puting t h e i r  e stim a te d  ta x e s  should  ta k e  in to  
account the book income preference. The annualization method allow s taxpayers to  
c a lc u la te  th e ir  q u arterly  estim ated tax  payments based on an annualized estim ate 
o f  th e ir  q u a rterly  income. The IRS noted th a t in  many cases the regulation s allow  
c o rp o ra tio n s  to  u t i l i z e  e a rn in g s  and p r o f i t s  c a lc u la t io n s  when f in a n c ia l  
statements are not a v a ila b le  in  tim e to  prepare estim ated taxes. The regulations 
are e f fe c t iv e  fo r  taxable years beginning a fte r  12/31/86. Comments are requested 
b y 6/29/87. I f  fu r th e r  in fo rm a tio n  i s  needed a f t e r  read in g  th e  tem porary 
regulation s, p lease contact Margaret M. O'Connor a t 202/566-3287.
A sp e c ia l procedure to  expedite the reso lu tio n  o f  approxim ately 5,800 long-standing
tax  sh e lte r  cases was re c e n tly  announced by th e  IRS. A ccord in g t o  th e  IRS,
s e tt le m e n ts  w i l l  be o f fe r e d  t o  in v e s to r s  who a re  in v o lv e d  in  c e r t a in  ta x  
sh e lte rs— those which were designed to  in f la t e  tax  b e n e fits  in  a tran saction  where 
th e re  was " l i t t l e  o r  no b u sin e ss  or econom ic b a s is ."  A ffe c te d  w i l l  be th o se  
ta x p a y e rs  who in v e s te d  in  such s h e lt e r s  in  the 1982 and p r io r  ta x  y e a rs . The 
an ticip ated  settlem ents w i l l  be based on the "m erits o f  each sh e lte r  as determined 
b y  th e O f f ic e  o f  C h ie f  Counsel and A p p ea ls ,"  th e  IRS sa id . S p e c i f i c  d e le g a te d  
auth ority  has been given to  the Examination D ivision  to  o f fe r  settlem ents in  these 
cases a fte r  the O ffic e  o f  C h ief Counsel and Appeals has establish ed  a settlem ent 
p o s it io n . The IRS e x p la in e d  th a t , s in c e  th e  s e tt le m e n t o f f e r s  w i l l  be based on
4the m erits o f  each sh e lte r, they w i l l  remain the same should taxpayers e le c t  to  
ap peal t o  a h ig h e r  l e v e l ,  u n le ss  th e r e  a re  s i g n i f i c a n t  new f a c t u a l  o r  le g a l  
developments. A ffected  ta x  sh e lte r  cases include a l l  taxpayers who invested in  a 
tax sh e lte r  th a t i s  p art o f  one o f  the C hief Counsel l i t ig a t io n  p ro je c ts , or fo r  
which Appeals has an estab lish ed  settlem ent position , according to  the IRS. The 
IRS emphasized th at in vestors need not contact the IRS, since the IRS w i l l  begin 
sending s p e c if ic  le t t e r s  by the end o f  A p ril to  in vestors about th e ir  p a rtic u la r  
sh e lte r, w ith  copies to  the rep resen tative o f  record. I f  n eith er the taxpayer nor 
th e  r e p r e s e n ta t iv e  r e p l i e s  w ith in  20 days, th e  IRS w i l l  te le p h o n e  th e  ta x p ay er 
d ir e c t ly . The IRS said  th at when taxpayers agree w ith  a settlem ent o ffe r , the IRS 
w i l l  m ail appropriate reports and forms fo r  execution, and i f  th ere are no other 
issues, the case w i l l  be closed. Taxpayers who disagree may go to  Appeals or may 
e l e c t  to  go to  co u rt. Should a ca se  be l i t i g a t e d ,  a d verse  o p in io n s would not 
a f fe c t  those taxpayers who have already entered in to  agreements, the IRS said .
SPECIAL: AICPA TESTIFIES BEFORE HOUSE WAYS AND MEANS OVERSIGHT S UBCOMMITTEE ON IR S BUDGET
Increased budget a llo ca tio n s  fo r  the In tern al Revenue S ervice were supported by the
American In s t itu te  o f  C e r t if ie d  P ublic Accountants (AICPA) in  testim ony presented
to  th e  House Ways & Means O v e rs ig h t Subcom m ittee 4/23/87 b y H erbert J . L ern er, 
Chairman, F ed e ra l T axatio n  E x e cu tiv e  Com m ittee. In h i s  te stim o n y , Mr. L ern er 
noted th a t  P re s id e n t Reagan has req u ested  a budget o f  $5.07 b i l l i o n  fo r  th e  IRS 
fo r  F is c a l  Year 1988, which i s  a $624 m il l io n  in c r e a s e  o ver th e  c u rre n t f i s c a l  
y e a r  funding. Mr. Lerner s a id  th a t  w h ile  th e  AICPA "re c o g n ize s  t h a t  th e 
enforcem ent c a p a b i l i t y  o f  th e  S e r v ic e  has been enhanced o v er th e  y e a r s ,.. .a lo n g  
w ith an expanded capacity  to  d etect underreporting o f  income, the IRS has reported 
a lower audit ra te  fo r certa in  c la sse s  o f  taxpayers and fo r  ce rta in  deductions and 
income so u rces th a t  a re  not s u b je c t  t o  e i t h e r  w ith h o ld in g  o r in fo rm a tio n  
re p o rtin g ."  He con tin ued , "Noncompliance s t i l l  appears t o  be s ig n if ic a n t .. .a n d  
has more than l i k e l y  been encouraged b y re c e n t d e c lin e s  in  th e  p e rcen ta g e  o f  
returns th at are audited." Mr. Lerner said  the o v e ra ll percentage o f  income ta x  
returns which are audited has declined from 5.12 percent in 1964 to  1.14 percent 
in  1986.
Regarding the subject o f  how much revenue could be generated by the IRS as a 
r e s u l t  o f  in cre a se d  budget a l lo c a t io n s ,  Mr. L ern er s a id  th e  AICPA Tax D iv is io n  
helped sponsor an independent study by the American Enterprise In s titu te  in  1986 
(see th e  10/20/86 Wash. Rpt.) and th a t  th e  r e s u l t s  o f  th e  stu d y " c le a r ly  support 
the general proposition th at fo r every ad d ition al d o lla r  spent on examinations, 
revenues would be from four to  seven d o llars."
Mr. Lerner recommended "a furth er increase in  the budget" and suggested th at 
the fo llow in g methods recommended by the American Enterprise In stitu te  study be 
im plem ented t o  im prove com pliance and o p e r a t io n a l e f f i c i e n c y :  1) Expanded 
a llo ca tio n s  should be used in  p a rt to  finance an increase in  examination a c t iv ity ,  
e s p e c ia lly  fo r  those rece ip ts  or deductions th at can be v e r if ie d  on ly  through the 
audit process; 2) Methods by which inform ation i s  dissem inated to  taxpayers and 
c o o rd in a tio n  o f  a c t i v i t i e s  w ith  fo r e ig n , s t a t e ,  and lo c a l  governm ents should 
continue to  be improved? 3) The IRS budget process should be changed to  provide 
for long-term comparisons o f b e n e fits  and costs? and 4) A longer-term  planning 
c y c le  for adm in istrative agencies i s  needed. Mr. Lerner a ls o  recommended greater 
f l e x i b i l i t y  fo r  th e  IRS Com m issioner, A s s o c ia te  Com m issioners, and A s s is ta n t  
Commissioners in  the a llo ca tio n  o f  resources. He il lu s tr a te d  the need fo r  greater 
f le x i b i l i t y  by pointing out th at the IRS i s  unable to  o f fe r  com petitive s a la r ie s  
to  CPAs in  areas where they could serve s p e c ia lty  needs and pointed out th a t "w ith 
th e em phasis on ta x  a c c o u n tin g -o rie n te d  p r o v is io n s  in  th e  1986 A ct, t h is  
shortcom ing w i l l  ta k e  on g r e a te r  s ig n if ic a n c e  in  r e s p e c t  o f  th e  r u lin g s  and 
regulations process where CPAs are now precluded from e f fe c t iv e  p u b lic  service."
5SPECIAL: DINGELL COMMITTE  REPORT RECOMMENDS SEC JURISDICTION FOR  PUBLICLY HELD SAVINGS
AND LOANS AND BANKS
The House Energy and Commerce Oversight and In vestigation s Subcommittee held  a hearing
4/23/87 on i t s  report e n title d : "Consolidating the Adm inistration and Enforcement
o f  the Federal S e c u ritie s  Laws Within the S e cu ritie s  and Exchange Commission. "
T h is re p o rt, Com mittee Chairman John D in g e ll (D-MI ) sa id , " s e t s  fo r th  th e
Subcom m ittee's f in d in g s  and recom m endations r e s u lt in g  from i t s  tw o -y e a r 
in v estig atio n  in to  the fin a n c ia l reporting problems o f  publicly-owned savings and 
loan in s titu tio n s  and banks." The report charged the Federal Home Loan Bank Board 
(FHLBB) has " p e r s is t e n t ly  used m isle a d in g  a cco u n tin g  r u le s  to  o v e r s ta te  the 
f in a n c ia l  h e a lth "  o f  S&Ls s u b je c t  to  i t s  ju r is d ic t io n .  The re p o rt recommends 
l e g i s l a t i o n  to  t r a n s fe r  s e c u r i t i e s  law  d is c lo s u r e  o f  banks and S&Ls to  th e  SEC 
from th e  FHLBB. A t th e  h e a rin g , FHLBB Chairman Edwin Gray o b je c te d  to  the 
report's recommendation. He t e s t i f ie d  th at the Board should continue to  regulate 
t h r i f t s  and stated  th at the FHLBB has the resources and the a b i li ty .  Copies o f  the 
report, Committee Print 100-G, can be obtained from the Subcommittee by c a llin g  
202/225-0222.
Commenting on l e g i s l a t i o n  to  r e c a p i t a l i z e  th e  F ed e ra l S av in gs and Loan 
In surance C o rp oration  (FSLIC), Chairman Gray charged th a t  th e  House Banking 
Com m ittee b i l l  has s e r io u s  problem s, e s p e c i a l ly  i t s  forb earan ce p r o v is io n s . 
"R a tio n a l fo rb e a ra n ce ,"  he s a id , "can o n ly  e x i s t  where th e re  i s  a fou n d ation  o f  
a c c u ra te  accou n tin g."  In a d d itio n , he s a id , both  th e  House and Senate b i l l s  
provide too l i t t l e  money over too short a period o f  time. The FSLIC i s  insolvent, 
Chairman Gray to ld  the subcommittee, w ith  le ss  than a b i l l io n  d o lla rs  in  cash, and 
i t s  embedded lo s s e s  are  grow ing r a p id ly . Sum m arizing h is  p o s it io n  on GAAP and 
RAP, th e  FHLBB Chairman s a id  he b e lie v e d  th a t  a l l  p u b lic  f in a n c ia l  d is c lo s u r e s  
should be on a GAAP b asis, although he noted even GAAP has "serious inadequacies."
For further information contact Shirley Twillman or Joseph Petito at 202/737-6600.
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